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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Enclosed  is  the  report  on  the  audit  of  Northern  Montana  College  for 
the  two  years  ended  June  30,  1983. 

The  audit  was  conducted  by  Peat,  Marwick,  Mitchell  &  Company  under 
a  contract  between  the  firm  and  our  office.  The  comments  and 
recommendations  contained  in  this  report  represent  the  views  of  the 
firm  and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

^  P 


Robert  R.    Rin 
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NORTHERN  MONTANA  COLLEGE 
Summary  of  Recommendations 

This  listing  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the 
report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready  reference  to  the 
supporting  comments.   The  full  replies  of  Northern  Montana  College  and  the  Office  of 
the  Commissioner  of  Higher  Education  (CHE)  are  included  in  the  back  of  this  report. 

Findings  and  Recommendations 
Page  Number 

(1)  Consideration  should  be  given  to  adopting  a 

written  contingency  plan  1 

Agency  reply:   Concur 

(2)  Access  to  computer  room  to  be  restricted  1 
Agency  reply:   Concur 

(3)  Physically  separate  computer  hardware  from 

humidifier  2 

Agency  reply:   Concur 

(4)  Perform  annual  inventory  of  the  physical  plant, 
implement  perpetual  inventory  system  and  limit 

unauthorized  access.  3 

Agency  reply:   Conditionally  concur. 

(5)  Adopt  administrative  budgets  that  more  closely 
relate  to  what  is  actually  anticipated  rather 

than  budgeting  in  excess  of  amounts  anticipated.  2 

Agency  reply:   Concur 

(6)  Segregate  duties  in  payroll  department.  3 
Agency  reply:   Concur 

(7)  Maintain  adequate  fixed  asset  records  for  equipment.  3 
Agency  reply:   Concur 

(8)  Reconcile  accounting  records  to  architects  and 

engineering  records  for  construction  projects.  5 

Agency  reply:   Concur 

(9)  Adopt  controls  to  prevent  improper  journal  entries.  5 
Agency  reply:   Concur 
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ryr  at  Peat,  Marwick,  Mitchell  &  Co. 

■    tr\l  Certified  Public  Accountants 
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The  Legislative  Audit  Committee 

of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  Northern  Montana  College  as  of  June  30,  1983 
and  the  related  statements  of  changes  in  fund  balances  and  current  funds  revenues , 
expenditures  and  other  changes  for  the  years  ended  June  30,  1983  and  1982.  Our 
examination  was  made  in  accordance  with  generally  accepted  auditing  standards  and, 
accordingly,  included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

The  College  has  not  maintained  adequate  records  relating  to  equipment  recorded  in 
the  investment  in  plant  fund.   Accordingly,  we  are  unable  to  satisfy  ourselves  as  to 
the  equipment  balances  within  the  investment  in  plant  fund  at  June  30,  1983  and  the 
balances  in  the  statement  of  changes  in  fund  balances  of  the  investment  in  plant 
fund  for  the  years  ended  June  30,  1983  and  1982. 

In  our  opinion,  subject  to  the  effect  on  the  June  30,  1983  balance  sheet  and  state- 
ments of  changes  in  fund  balance  for  the  years  ended  June  30,  1983  and  1982  of  the 
investment  in  plant  of  such  adjustments,  if  any,  as  might  have  been  determined  to  be 
necessary  had  we  been  able  to  examine  the  fixed  asset  records  mentioned  in  the  pre- 
ceding paragraphs,  the  aforementioned  financial  statements  present  fairly  the  finan- 
cial position  of  Northern  Montana  College  at  June  30,  1983  and  the  changes  in  fund 
balances  and  the  current  funds  revenues,  expenditures  and  other  changes  for  the 
years  ended  June  30,  1983  and  1982,  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  consistent  basis  after  restatement  for  the  changes,  with 
which  we  concur,  in  the  method  of  accounting  for  compensated  absences  and  investment 
in  plant  as  described  in  notes  2  and  3  to  the  financial  statements. 

Our  examination  was  made  for  the  purpose  of  forming  an  opinion  on  the  basic  finan- 
cial statements  taken  as  a  whole.   The  supplementary  information  included  in 
Schedules  1  through  3  is  presented  for  purposes  of  additional  analysis  and  is  not  a 
required  part  of  the  basic  financial  statements.   Such  information  has  been  sub- 
jected to  the  auditing  procedures  applied  in  the  examinations  of  the  basic  financial 
statements  and,  in  our  opinion,  is  fairly  stated  in  all  material  respects  in  rela- 
tion to  the  basic  financial  statements  taken  as  a  whole. 

October  7 ,  1983 
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NORTHERN  MONTAJ^A  COLLEGE 

Notes  to  Financial  Statements 

June  30,  1983 

(1)  Summary  of  Significant  Accounting  Policies 

The  significant  accounting  policies  followed  by  Northern  Montana  College  are 
described  below  to  enhance  the  usefulness  of  the  financial  statements  to 
the  reader. 

(a)  Accrual  Basis 

The  financial  statements  have  been  prepared  on  the  accrual  basis 
except  for  depreciation  accounting  as  explained  in  note  Ic. 
The  statement  of  current  funds  revenues,  expenditures  and  other 
changes  is  a  statement  of  financial  activities  of  current  funds 
related  to  the  current  reporting  period.   It  does  not  purport  to 
present  the  results  of  operations  or  the  net  income  or  loss  for 
the  period  as  would  a  statement  of  income  or  a  statement  of 
revenues  and  expenses. 

To  the  extent  that  current  funds  are  used  to  finance  plant  assets, 
the  amounts  so  provided  are  accounted  for  as:  (1)  expenditures, 
in  the  case  of  normal  replacement  of  movable  equipment;  (2) 
mandatory  transfers,  in  the  case  of  required  provisions  of  debt 
amortization  and  interest;  and  (3)  transfers  of  a  non-mandatory 
nature  in  all  other  cases. 

(b)  Fund  Accounting 

In  order  to  ensure  observance  of  limitations  and  restrictions  placed 
on  the  use  of  the  available  resources,  the  accounts  are  maintained 
in  accordance  with  the  principles  of  fund  accounting.   This  is  the 
procedure  by  which  resources  for  various  purposes  are  classified 
for  accounting  and  reporting  purposes  into  funds  that  are  in 
accordance  with  the  nature  and  purpose  of  such  funds.   Separate 
accounts  are  maintained  for  each  fund;  however,  in  the  accompanying 
financial  statements,  funds  that  have  similar  characteristics  have 
been  combined  into  fund  groups.   Accordingly,  all  financial  trans- 
actions have  been  recorded  and  reported  by  fund  group. 

The  assets,  liabilities  and  fund  balances  of  the  College  are  reported 
in  the  following  self -balancing  fund  groups  as  follows: 

.  Current  fund  -  includes  all  unrestricted  and  restricted 

resources  which  are  available  for  support  of  operations. 

.  Loan  funds  -  includes  amounts  received  from  donors  , 
governmental  agencies  and  mandatory  institutional 
matching  grants  which  are  restricted  for  use  in 
making  loans  to  students. 


(Continued) 
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NORTHERN  MONTANA  COLLEGE 

Notes  to  Financial  Statements 

.  Endowment  funds  -  includes  amounts  which  are  subject  to 

restrictions  of  gift  instruments  requiring  in  perpetuity 
that  the  principal  be  invested  and  the  income  only  be 
utilized. 

.  Plant  funds  -  are  separated  into  four  distinct  sub-groups 
with  self-balancing  accounts: 

Unexpended  -  utilized  for  acquisition  of  long-term 
institutional  assets. 

Renewal  and  replacement  -  utilized  for  long-term 
institutional  asset  maintenance. 

Retirement  of  indebtedness  -  utilized  for  debt 
service  charges  and  retirement  of  indebtedness  on 
long-term  institutional  assets. 

Investment  in  Plant  -  denotes  the  cost  of  long-term 
institutional  assets  and  associated  liabilities. 

.  Agency  funds  -  includes  assets  held  by  the  institution  as 
a  custodian  or  fiscal  agent  for  other  organizations  or 
individuals. 

(c)  Plant  Assets  and  Depreciation 

Investment  in  plant  represents  an  accumulation  of  the  cost  of  purchased 
assets  net  of  trade-in  amounts.   Gifts  are  recorded  at  market  value 
when  received.   Buildings  are  recorded  at  historically  based  appraisal 
values  with  subsequent  additions  at  cost.  Assets  purchased  are 
recorded  as  expenditures  in  the  various  funds  in  the  year  of  purchase. 
Depreciation  on  physical  plant  and  equipment  is  not  recorded. 

(d)  Investments 

All  gains  and  losses  arising  from  the  sale,  collection,  or  other  disposi- 
tion of  investments  are  accounted  for  in  the  fund  which  owned  such 
investments.   Ordinary  income  derived  from  investments  is  accounted  for 
in  the  fund  owning  such  investments,  except  for  income  derived  from 
investments  of  endowment  fund,  which  income  is  accounted  for,  if 
unrestricted,  as  revenues  of  the  operating  fund  or,  if  restricted,  as 
unearned  revenues  (amounts)  until  the  terms  of  the  restriction  have 
been  met. 


(Continued) 
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NORTHERN  MONTANA  COLLEGE 
Notes  to  Financial  Statements 

(e)  Unrestricted  Revenue 

All  other  unrestricted  revenue  is  accounted  for  in  the  unrestricted 
current  fund.   Restricted  gifts,  grants,  appropriations,  endownent 
income,  and  other  restricted  resources  are  accounted  for  in  the 
appropriate  restricted  funds.   Restricted  current  funds  are  reported 
as  revenues  and  expenditures  when  expended  for  current  operating 
purposes. 

(f)  Inventories 

Inventories  consist  of  text  books,  school  supplies,  food  and  office 
supplies  and  are  valued  at  lower  of  cost  or  market.   Physical  plant 
supplies  and  materials  are  expensed  when  purchased. 

(g)  Other  Significant  Accounting  Policies 

Other  significant  accounting  policies  are  set  forth  in  the  financial 
statements  and  the  following  notes. 

(2)  Compensated  Absences 

During  1982  the  college  adopted,  retroactive  to  June  30,  1981  (the  earliest 
date  practicable),  the  Financial  Accounting  Standards  Board's  Statement 
No.  43,  "Accounting  for  Compensated  Absences".   Fund  balance  at  June  30, 
1981  has  been  reduced  $236,852  to  give  cumulative  effect  to  the  change.   The 
effect  on  1983  and  1982  statements  of  current  funds  revenues,  expenditures 
and  other  changes  is  not  material. 

(3)  Investment  in  Plant 

Building  and  equipment  records  were  not  available  to  determine  the  historical 
cost  of  investment  in  plant  and  it  was  not  practical  to  construct  the 
records  at  June  30,  1983.   Consequently,  the  College  recorded  buildings 
at  historically  based  appraised  values  accomplished  by  adjusting  replacement 
cost,  as  determined  by  appraisals  from  the  State  of  Montana  engineering 
department,  by  the  appropriate  cumulative  increase  in  the  consumer  price 
index  from  acquisition  date.   Subsequent  additions  will  be  recorded  at  cost. 
Fund  balance  at  June  30,  1981  has  been  reduced  $480,431  to  give  cumulative 
effect  to  the  adjustment. 

(4)  Investments 

Investments  exclusive  of  physical  plant  are  recorded  at  cost.   Investments 
consist  primarily  of  amounts  invested,  through  the  Montana  State  Board  of 
Investments  using  its  short-term  investment  pool  and  U.S.  Treasury  Bills. 
Market  values  of  investments  of  the  funds  indicated  were  as  follows: 

1983 

Current  fund  -  unrestricted  auxiliary  fund               $  191,216 

Loan  funds  21,034 

Plant  funds  -  unexpended  35,375 

Agency  funds  81  ,266 

$  328,891 

(Continued) 
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NORTHERN  MONTANA  COLLEGE 
Notes  to  Financial  Statements 

Investments  of  the  endowment  funds  consist  of  the  following: 

Carrying  Value 

(approximates  market) 

1983 

U.S.  Treasury  Notes  $   2,000 

Montana  State  Board  of  Investments  54,944 

$  56,944 

(5)  Bonds  Payable 

A  summary  of  bonds  payable  follows: 

2  3/4%  to  3  1/2%  secured  revenue  bonds 
payable  due  in  varying  annual 
installments  through  2018  $  2,790,000 

Other  bonds,  payable  on  demand  2,000 

$  2^92,000 

The  Housing  and  Dining  system  bonds  payable  are  secured  by  a  first  lien  on 
and  a  pledge  of  (a)  net  revenues  to  be  derived  from  the  operation  and/or 
ownership  of  the  Housing  and  Dining  System  and  (b)  the  Student  Union 
Building  use  fee  at  a  rate  of  $20  per  quarter  per  each  full-time  student. 

Semi-annual  deposits  to  a  bond  and  interest  sinking  fund  account  are  required 
in  the  amount  of  $174,616  plus  an  amount  equal  to  the  interest  to  become 
due  on  the  next  interest  payment  date,  plus  one-half  of  the  principal  due 
within  the  succeeding  twelve  months.   Also,  a  repair  and  replacement  reserve 
account  is  to  be  established  into  which  shall  be  deposited  from  the  revenue 
fund  account,  annually,  the  sum  of  $38,242  or  such  portion  available  for 
transfer  until  the  funds  and/or  investments  shall  aggregate  $383,418. 

The  projected  debt  service  for  the  next  five  years  is  as  follows: 

Year  ending 
June  30, 

1984  $  83,000 

1985  84,000 

1986  90,000 

1987  93,000 

1988  96,000 


(Continued) 
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NORTHERN  MONTANA  COLLEGE 

Notes  to  Financial  Statements 

(6)  Retirement  Programs 

Retirement  benefits  are  provided  for  the  academic  and  certain  professional 
staff  through  the  Montana  Teachers'  Retirement  System  (TRS)  and  all  other 
staff  through  the  Montana  Public  Employees'  Retirement  System  (PERS). 
Both  plans  are  administered  by  the  state  of  Montana  and  membership  is  com- 
pulsory for  the  respective  classes  of  employees.   Contributions  to  the  plans 
are  made  by  both  the  College  and  the  participant  based  on  a  percent  of  the 
participant's  salary. 

Defined  benefits  under  both  plans  are  based  on  years  of  service  and  final 
average  compensation  of  the  participants.   The  actuarial  present  value  of 
vested  benefits  and  the  amount,  if  any,  of  unfunded  past  service  costs  for 
employees  covered  under  the  plans  has  not  been  determined.   Total  pension 
expense  for  the  year  ended  June  30,  1983  and  1982  was  3262,822  and  $228,595, 
respectively. 

(7 )  Contingent  Liabilities 

There  are  various  lawsuits  against  the  agency  and  the  cost  of  litigation  and 
claims,  if  any,  will  be  paid  by  the  Department  of  Administration,  Insurance 
and  Legal  Division,  State  of  Montana. 

(8)  Due  to  Other  Governments 

At  June  30,  1983  the  College  had  excess  revenues  over  expenditures  of  approxi- 
mately $110,000  to  return  to  the  State  of  Montana. 


NORTHERN  MONTANA  COLLEGE 

Federal  Grant  Expenditures 

Years  Ended  June  30,  1983  and  1982 


Schedule  1 


U.S.  Department  of  Education 

Coop  Education 
OE-G008202462 

Coop  Education 
OE-G0O8103962 

Coop  Education 
OE-G008005361 

Library  Grant 
OE-G008251315 


Library  Grant 
OE-G008151348 


1983 


$      53,647 


8,949 


348 


563 


1982 


57,493 


32,207 


Special  Services 

OE-G008004389 

Special  Services 
OE-G008004389 

Special  Services 

OE-G008004389 

SDIP 
OE-G008102374 

SDIP 
OE-GOU8102374 

U.S.  Department  of  Health 

Nurse  Cap  VI 
E04  NU007 34-09 

Nurse  Cap  V 

E04  NU007 34-08 


77,674 


6,211 


62,912 


Total  federal  grant  expenditures 


$  210,304 


74,000 


11,469 


45,554 


11,258 


7,854 
239,835 


Schedule  2 
NORTHERN  MONTANA  COLLEGE 
Full-Time  Equivalent  (FTE)  Students 
Years  ended  June  30,  1983  and  1982 

Undergraduate  Graduate  Total 

Quarter       Year     FTE's  Reported  (1)     FTE's  Reported  (2)     FTE's  Reported 


Sumaer 

1981 

394 

81 

47  5 

Fall 

1981 

1,437 

25 

1,462 

Winter 

1982 

1,385 

29 

1,414 

Spring 

1982 

1,251 

25 

1,276 

Summer 

1982 

446 

66 

512 

Fall 

1982 

1,523 

35 

1,558 

Winter 

1983 

1,519 

35 

1,554 

Spring 

1983 

1,328 

36 

1,364 

(1)  Undergraduate  quarterly  credit  hours  divided  by  15 

(2)  Graduate  quarterly  credit  hours  divided  by  12 


NORTHERN  MONTANA  COLLEGE 

Schedule  of  Construction  Projects 

Years  Ended  June  30,  1983  and  1982 


Schedule  3 


Project  description 

New  library 

Plan  parking  lot  and  landscaping 

Maintenance 

Maintenance 

Handicapped  projects 

Remodeling  -  Donaldson  Hall 

Campus  street  repair 

Repair  math-science  roof 

Upgrade  heat  vent  system 

and  vent  auto  mech 
Remodeling  -  Cowan  Hall 

Farm  mechanics  Building 
Repair  gym 

Overlay  main  campus  drive 
Parking  lots  -  Ph  I 


Appropriation 

number      Authorized 


1983         1982 
Expenditure   Expenditure 


60174 

$   2,302,000 

10,046 

133,550 

71510 

10,000 

- 

4,850 

68097 

47,462 

- 

860 

79513 

44,150 

- 

1,000 

60181 

* 

- 

36,146 

72521 

90,000 

9,847 

239 

72501 

25,000 

- 

25,000 

61256 

* 

18,373 

11,328 

61256 

* 

44,836 

18,974 

51263/ 

61257 

* 

251,268 

20,011 

41572 

350,000 

67,105 

19,469 

72500 

16,728 

- 

16,728 

72506 

24,997 

- 

24,997 

72524 

127,000 

11,805 
$   413,280 

- 

313,152 

*  Appropriation  authority  for  miscellaneous  maintenance  and  handicapped  accessibility 
was  made  to  the  university  system  and  then  allocated  to  the  various  units. 
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Peat,  Marwick,  Mitchell  &  Co. 

Certified  Public  Accountants 

MARWICK  Z""'""^"  ^"".cn, 

BiUings,  Montana  59101 


INTERNAL  ACCOUNTING  AND 
ADMINISTRATIVE  CONTROLS  AND  COMPLIANCE 

ACCOUNTAl'lTS'  REPORT  ON  INTERNAL  ACCOUNTING 
AND  ADMINISTRATIVE  CONTROLS  AND  COMPLIANCE 

The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  statements  of  Northern  Montana  College  for  the  two 
years  ended  June  30,  1983.   As  a  part  of  our  examination,  we  have  made  a  study  of 
Che  College's  system  of  internal  accounting  control  to  the  extent  we  considered 
necessary  to  evaluate  the  system  as  required  by  "Standards  for  Audit  of  Governmental 
Organizations,  Programs,  Activities  and  Functions"  issued  by  the  Comptroller  General 
of  the  United  States  (1981  Revision).   Under  these  standards,  the  purpose  of  such 
evaluation  is  to  establish  a  basis  for  reliance  thereon  in  determining  the  nature, 
timing,  and  extent  of  other  auditing  procedures  that  are  necessary  for  expressing 'an 
opinion  On  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide  reasonable,  but  not 
absolute,  assurance  as  to  the  safeguarding  of  assets  against  loss  from  unauthorized 
use  or  disposition,  and  the  reliability  of  financial  records  for  preparing  financial 
statements  and  maintaining  accountability  for  assets.   The  concept  of  reasonable 
assurance  recognizes  that  the  cost  of  a  system  of  internal  control  should  not  exceed 
the  benefits  derived  therefrom  and  also  recognizes  that  the  evaluation  of  these 
factors  necessarily  requires  estimates  and  judgements  by  management. 

There  are  inherent  limitations  that  should  be  recognized  in  considering  the 
potential  effectiveness  of  any  system  of  internal  control.   In  the  performance  of 
most  control  procedures,  errors  can  result  from  misunderstanding  of  instructions, 
mistakes  of  judgement,  carelessness,  or  other  personal  factors.   Control  procedures 
whose  effectiveness  depends  upon  segregation  of  duties  can  be  circumvented  by  collu- 
sion.  Similarly,  control  procedures  can  be  circumvented  intentionally  by  management 
with  respect  either  to  the  execution  and  recording  of  transactions  or  with  respect 
to  the  estimates  and  judgements  required  in  the  preparation  of  financial  statements. 
Further,  projection  of  any  evaluation  of  internal  control  to  future  periods  is  sub- 
ject to  the  risk,  that  the  procedures  may  become  inadequate  because  of  changes  in 
conditions  and  that  the  degree  of  compliance  with  the  procedures  may  deteriorate. 


A  study  and  evaluation  made  for  the  limited  purpose  described  above  would  not 
necessarily  disclose  all  material  weaknesses  in  the  system.   Accordingly,  an 
expression  of  an  opinion  on  the  system  of  internal  accounting  control  taken  as  a 
whole  cannot  be  made.   However,  our  study  and  evaluation  disclosed  no  condition  that 
we  believed  to  be  a  material  weakness.   The  comments  and  recommendations  presented 
are  intended  to  improve  the  system  of  internal  accounting  control  or  result  in  other 
operating  efficiencies.   The  factual  accuracy  of  our  comments  has  been  discussed 
with  the  management  personnel  responsible  for  each  area  so  as  to  obtain  their  con- 
currence prior  to  the  development  of  our  recommendations  for  improvement. 

October  7 ,  1983 


FINDINGS  AND  RECOhLHENDATIONS 

(1)  Contingency  Planning  -  Computer 

The  College  has  not  developed  a  written  contingency  plan  for  use  in  the  event  of 
a  loss  of  the  computer  or  indefinite  disruption  of  processing  capabilities,  of 
the  computer.   As  the  college  becomes  more  dependent  on  the  computer,  considera- 
tion should  be  given  to  adopting  a  written  contingency  plan. 

Recommendation  -  Management  should  develop  such  a  plan,  which  should  include: 
.  Written  agreement  with  alternate  site. 

.  How  the  plan  is  to  be  activated.   For  example,  the  plan  might  be 
activated  when  the  computer  is  not  available  for  8  consecutive 
hours  Monday  through  Thursday  (Friday  would  allow  potential  weekend 
recovery);  or  because  of  a  partial  or  complete  disablement. 

.  Identification  of  personnel  responsibilities — who  goes,  who  stays 
and  how  transportation  is  effected. 

.  Checklists  (by  application)  of  items  that  need  to  be  taken  to  the 
alternate  site. 

.  Priority  for  restoring  applications  should  all  applications  not  be 
able  to  be  fully  restored. 

.  Other  logistical  concerns  and  non-data  processing  alternatives  such 
as  manual  systems. 

(2)  Data  Processing  Controls 

Currently,  access  to  the  machine  room  is  not  totally  restricted.   Unauthorized 
personnel  or  students  can  access  the  machine  room  from  an  adjoining  classrooa. 
This  practice  increases  the  possibility  of  unauthorized  access  to  sensitive  and 
other  data,  accidents  which  may  require  reconstruction  of  data  files  or  repair 
and/or  replacement  of  hardware  facilities. 

The  College  should  consider  physically  separating  the  machine  and  keeping  it 
locked  at  all  times.   This  would  provide  the  physical  security  required  of  the 
data  processing  department. 

(3)  Computer  Hardware  -  Humidity  Controls 

Humidity  controls  for  the  machine  room  are  such  that  the  humidifier  is  located 
directly  behind  the  hardware  and  water  is  carried  past  the  equipment  for  use  in 
the  humidifier.   This  increases  the  possibility  of  water  spilling  on  sensitive 
equipment  and  resulting  in  costly  repairs. 

The  College  should  consider  physically  separating  the  machine  and  humidifier  to 
avoid  the  possibility  of  water  damage. 


(Continued) 


(4)  Physical  Plant  Inventories 

Parts  and  supplies  in  the  physical  plant  are  accessible  to  all  physical  plant 
employees.   Controls  are  not  adequate  to  ensure  that  all  parts  purchased  by  the 
physical  plant  are  eventually  charged  to  a  user  department. 

In  addition,  Northern  Montana  College  does  not  perform  an  inventory  count  of  the 
physical  plant. 

We  recommend  an  inventory  system  be  established  to  maintain  adequate  records, 
quantities,  prices  and  physical  control  of  parts  and  supplies  purchased.  The 
following  controls  and  procedures  should  exist: 

.  A  perpetual  inventory  system  should  be  developed.   Each  item  should 
be  listed,  extended  and  reconciled  to  SBAS  periodically. 

.  Physical  counts  of  a  portion  of  inventory  should  be  performed  on  a 
periodical  basis  and  the  perpetual  records  adjusted  accordingly.  All 
material  variances  should  be  investigated. 

.  Controls  should  be  adopted  to  limit  unauthorized  access  to  the  inventory. 

Implementation  of  these  controls  may  require  additional  staff. 

(5)  Budgeting 

During  our  examination  we  learned  that  administrative  budgets  for  expenditures 
in  the  auxiliary  fund  and  designated  funds  were  intentionally  overstated  by 
the  department  heads  to  avoid  filling  out  budget  revisions.   Budgets  are  an 
important  tool  in  the  operation  and  administration  of  the  college.   Care  should 
be  taken  in  preparing  the  budget  to  meet  anticipated  expenditures  and  revenues. 
Development  of  the  administrative  budget  of  a  college  should  be  the  concern 
of  the  president  and  senior  administrative  officers  as  well  as  faculty  and 
staff  members  responsible  for  carrying  out  the  functions  and  programs  of  the 
institution. 

We  recommend  the  college  adopt  administrative  budgets  that  more  closely  relate 
to  what  is  actually  anticipated  rather  than  budgeting  in  excess  of  amounts 
anticipated. 

(6)  Payroll 

At  present,  the  majority  of  the  payroll  duties  are  performed  by  the  same  indivi- 
dual.  The  payroll  clerk  maintains  personnel  files,  prepares  the  input  data  for 
processing,  prepares  the  claim  and  distributes  the  payroll  checks.   We  recommend 
the  following: 

(1)  Assign  the  distribution  of  payroll  checks  to  an  employee  whose  duties 
do  not  involve  timekeeping,  preparation  of  payrolls,  or  maintenance 
of  accounting  records. 


(Continued) 


(2)  Instruct  the  employee  who  distributes  payroll  checks  to  return  all 
unclaimed  checks  to  the  controller. 

(3)  Personnel  files  should  be  maintained  outside  of  the  payroll  department 
by  a  responsible  official. 

(7 )  Fixed  Assets 

The  College  has  accounting  records  for  property,  plant  and  equipment  in  the 
investment  in  plant  fund.   The  following  deficiencies  were  noted  in  the  property 
accounting  system: 

.  Fixed  asset  records  were  not  updated  for  retirements  or  disposals 
during  the  year.   Fixed  assets  accounts  are  adjusted  at  year-end 
with  one  annual  adjustment. 

.  The  detail  fixed  asset  listings  should  be  reconciled  to  the  general 
ledger  monthly.   Several  of  the  schedules  were  not  in  balance  with 
the  general  ledger  at  year-end. 

In  addition  to  reporting  in  accordance  with  generally  accepted  accounting  prin- 
ciples several  benefits  can  occur  if  better  fixed  asset  records  are  maintained: 

.  Fixed  assets  can  be  inventoried  periodically  to  ensure  that  they 
are  properly  controlled. 

.  Responsibility  for  custody  and  effective  utilization  of  fixed  assets 
can  be  clearly  established. 

.  Information  regarding  sources  of  supply,  prices,  and  useful  lives   will 
be  readily  available.   If  information  regarding  maintenance  costs  is 
also  included  in  the  subsidiary  ledgers,  ratios  of  cumulative  maintenance 
costs  to  original  costs  can  be  developed. 

.  Records  will  be  readily  available  to  substantiate  expenditures  for 
fixed  assets  financed  by  special  grants.   Furthermore,  the  determina- 
tion of  costs  for  building  or  equipment  use  is  facilitated.   The  latter 
benefit  is  important  for  cost-reimbursement  purposes. 

.  Information  is  readily  available  both  to  help  in  determining  insurance 
needs  and  to  substantiate  losses  recoverable  from  insurance. 

,  Information  is  available  for  the  preparation  of  a  statement  of  general 
fixed  assets  and  the  balance  sheet  of  the  investment  in  plant  fund. 

Establishing  and  refining  the  fixed  asset  records  can  be  a  difficult  and  time- 
consuming  task.   It  will  require  an  approach  similar  to  the  following: 


(Continued) 


1.  A  clear  definition  of  fixed  asset  categories,  e.g.,  land,  buildings, 
improvements  other  than  buildings,  equipment;  a  fixed  asset  minimum 
dollar  value  and  useful  life;  the  location  control  areas;  and  the 
related  fund  or  group  of  accounts. 

2.  Plan  and  perform  a  complete  inventory  of  all  fixed  assets,  as 
determined  by  the  established  criteria.   In  creating  the  inventory 
records,  obtain  as  much  of  the  information  to  be  included  in  the 
individual  asset  records  as  is  possible,  e.g.  ,  location,  vendor, 
or  manufacturer,  and  acquisition  date.   Furthermore,  affix  fixed 
asset  identification  tags  at  the  time  the  physical  inventory  is  taken. 

3.  Assign  values  to  each  fixed  asset  in  accordance  with  generally  accepted 
accounting  principles.   Assets  should  be  recorded  at  historical  cost,  or 
estimated  historical  cost,  if  the  original  cost  is  not  available,  or,  in 
the  case  of  gifts  or  contributions,  at  the  fair  market  value  at  the  time 
received. 

Several  procedures  can  be  used  to  determine  the  valuations: 

.  Refer  to  the  historical  records,  such  as  vendors'  invoices, 
contracts,  purchase  orders,  capital  expenditure  authorizations, 
cancelled  checks,  gift  acknowledgements,  or  other  documents  on 
hand. 

.  Correspond  with  vendors,  donors,  etc. 

.  If  historical  or  fair  market  value  information  is  not  available 
for  real  property,  obtain  an  asset  valuation  that  is  reasonbly 
reflective  of  historical  value,  provided,  of  course,  it  is 
reliable. 

.  In  the  case  of  small  items  of  relatively  low  value,  e.g.,  small 
tools  and  equipment,  office  furniture  and  equipment,  obtain  an 
estimate  of  historical  cost  from  employees. 

.  Obtain  independent  outside  appraisals  for  assets  that  cannot  be 
valued  by  one  of  the  above  methods,  or  some  other  reasonable 
method.   It  is  important  to  emphasize,  however,  that  the  appraisal 
should  be  based  upon  estimated  historical  cost,  not  on  replacement 
cost  or  another  basis. 

During  our  field  work  it  was  noted  that  the  College  had  already  partially 
implemented  some  of  the  above  recommendations. 

(8)  Construction  Projects 

The  College  does  not  reconcile  construction  projects  recorded  on  SBAS  to 
architect  and  engineering  records  submitted  annually.   Consequently  the  College 
at  year  end  was  not  in  agreement  with  architects  and  engineering  reports  and 
adjustments  were  made  to  unexpended  plant  and  renewal  and  replacement  funds  to 
agree  their  records. 

(Continued) 


We  recommend  the  College  reconcile  their  records  to  architects  and  engineers 
to  provide  an  effective  control  over  property  and  provide  detailed  information 
on  additions  of  property. 

(9)  General 

We  noted  the  College  eliminated  from  SBAS  the  Housing  and  Dining  Bonds  Payable. 
The  College  should  insure  accounting  controls  are  adequate  to  prevent  the 
occurence  of  these  types  of  improper  journal  entries. 


PRIOR  AUDIT  REPORT 


During  our  examination  of  Northern  Montana  College,  we  noted  that  the  College  had 
taken  actions  to  correct  the  deficiencies  noted  in  prior  audit  report  except  for  the 
following: 

Prior  year  report 
comment  number 


(1)  Construction  projects 

(2)  Physical  plant  inventories 

(3)  Fixed  assets 


3 
22 
16 


These  deficiencies  have  been  repeated  in  the  current  report. 


NORTHERN  MONTANA  COLLEGE 

Montana  University  System 
HAVRE  59501 


3L!SiNESS  OFFICE 


December  1,  1983 


Peat,  Marwick,  Mitchell  &  Co. 
800  Granite  Tower 

Billings,  MT   59101 

Dear  Sirs: 

Enclosed  please  find  Northern  Montana  College's  response  to  the 
recommendations  in  the  audit  report.  Should  any  further  explanation 
be  necessary,  please  contact  me. 


William  R.  Byarsy<Lf . 
Director  of  Fisca^  Affairs 


WRB/lj 
Enclosure 


NORTHERN   MONTANA  COLLEGE  IS  A  UNIT  OF  THE  MONTANA  UNIVERSITY  SYSTEM    THE  OTHER  COMPONENT  INSTITUTIONS  OF  WHICH  ARE  UNIVERSITY  OF  MONTANA  AT 
MISSOULA    MONTANA  STATE  UNIVERSITY  AT  BOZEMAN.  MONTANA  COLLEGE  OF  MINERAL  SCIENCE  AND  TECHNOLOGY  AT  BUTTE.  WESTERN  MONTANA  COLLEGE  AT  DILLON 

AND  EASTERN  MONTANA  COLLEGE  AT  BILLINGS. 


Agency  Response  to  Audit  of 
Northern  ^tontana  College 


Reccnmendation  #1 


We  recannsnd  ironagattsnt  develop  a  written  contingency  plan  for 
use  in  the  event  of  loss  or  disruption  of  ccrnputer  processing  capa- 
bilities. 

Response 

Concur. 
Recorrnendation  #2 

We  reccmnend  the  college  restrict  access  to  the  ccjrputer. 
Response 

Concur. 

RecoTTnendation  #3 

We  reccmnend  the  college  consider  physically  separate  the  coiputer 
and  humidifier  to  avoid  the  possibility  of  water  damage. 

Response 

Concur. 

Recommendation  #4 

We  recoimend  an  inventory  syston  be  established  to  naintain  adequate 
records,  quantities,  prices  and  physical  control  of  parts  and  supplies. 

Response 

Conditionally  Concur.  Currently  we  are  not  aware  of  any  cost  beneficial 
controls  to  physically  control  inventory  access  while  still  allowing  parts 
access  by  fiiysical  plant  workers  during  all  working  hours.  We  will  review 
alternatives  to  provide  limited  control  at  a  cost  beneficial  level.  If 
additional  staffing  is  required  we  will  request  funding  fron  the  Legislature. 

RecoTTnendation  #5 

We  recamend  the  college  adopt  administrative  budgets  that  more  closely 
relate  to  what  is  actually  anticipated  rather  than  budgeting  in  excess  of 
amounts  anticipated. 

Response 

Concur. 
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Recommendation  #6 
We  recamiend: 

1)  Assign  the  distribution  of  payroll  checks  to  an  oiployee  v*iose 
duties  do  not  involve  timekeeping,  preparation  of  payrolls,  or  rteintenance 
of  accounting  records. 

Response 

Concur. 

2)  Return  unclaimed  checks  to  the  controller. 
Response 

Concur. 

3)  Personnel  files  should  be  naintained  outside  of  the  payroll 
department  by  a  responsible  official. 

Response 

Concur. 
RecCTTTOendation  #7 

We  recommend  the  college  control  and  account  for  fixed  assets. 

Response 

Concur.  We  have  been  working  on  the  irrploiientation  of  this  recon- 
mendation.  In  the  past  year  we  tagged  4638  itans  valued  at  $1,297,780. 
We  plan  on  having  full  irtplementation  at  the  time  of  our  next  audit. 

Recctrmendation  #8 

We  reccmnend  the  college  reconcile  annually  their  records  to 
Architecture  and  Engineering  to  provide  an  effective  control  over 
property  and  provide  detailed  information  on  additions  of  property. 

Response 

Concur. 

Reconmendation  #9 

We  recanrend  the  college  insure  accounting  controls  are  adequate  to 
prevent  the  elimination  of  accounts  through  iirproper  journal  entries. 

Response 

Concur. 


